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Austral ian-UK policy toward .Japan under discussion 

■A clarifice.’dTcn of Arjs’tValiari nz!d"*t)K policy toward Japan is 
expected as a result of conferences now being held in Canberra 
between the -Chief of the Far Eastern section of the UK Foreign 
Office and high Australian officials, The UK Foreign Office has 
reported to the US Embassy in London that the talks are part, of an 
attempt to formulate e. joint British Commonwealth approach to the 
future of Japan and will be followed by .consultations with OS. 
authorities as to the possibility of reaching an early agreement on 
the final Japanese settlement# ; t 

tVhile no details are yet available on speoificygubjects under 
discussion, it is likely that they include the recent/proposals to 
rebuild Japanese industry and to relax restrictions on Japanese 
trade and travel— -proposals which have been viewed with some mis- 
giving by Australia* The political effect of Australia’s contem- 
plated reduction of her occupation force from 7,000 to 3,000 man 
is probably also under considerations " ; 
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Possible resjfaricti ons o n sale of Jap anese heavy enui-pment to USS R 

* r ' Foislbl^ limitation of salT’oi’ Japanese goods of high war -/"*}. ■ L 
potential to the USSR is indicated by a preliminary opinion of %he 
Department of State to the US Political Adviser in Tokyo. The 
Adviser had' reported last month that the Soviet Trade Representative 
to the Allied Council for Japan is seeking to purchase from Japan . 
such items as rolling stock for Sakhalin railways, marine airless 
Diesel engines, and steel purse seiner boats j and as paymeat, ‘the 
USSR offers coking coal, semi-coke, pulp and similar commodities'. 

The Political Adviser pointed out that there might be political 
implications involved in the manufacture and sal® to the USSR of 
items that nay be nsec in a re-armament program in that country., ’fie , 
added that SCAP may become subject to criticism if it approves such 
barter, in view of US policies elsewhere on the export of certain 
heavy machinery and equipment to the USSR, ' 

The State Department has replied- with the preliminary opinion 
that in order to be consistent with, US export licensing policy, it 
is ino.lS.ned to disapprove tec sale of Japanese goods of high war 
potential to the USSR* However, it feels that each transaction must 
be considered on its merits in the light of goods obtainable by Japan 
from the USSR. Thus, rolling stock useful only in South Sakhalin 
would add little to Soviet war potential, but adverse publicity would 
undoubtedly result iron such a transaction unless Japan received a ‘ 
adequate quantities of essential goo da- which arc not obtainable 
elsewhere , 
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State has also asked the Political Adviser for csments on the 
possibility of (l) Japanese rolling stoak manufacturing capacity 
beiiig used for European needs if Japan is capable of producing 
equipment for a standard guage railroads j and (2) Japan producing 
rails for China in the event that the Canton-Hankow railroad is 
developed under the China aid program* 

Trade Mission from Japan making little progress I n the Philippines 
*“““ a “W trade mission from Japan, which began negotiations with the 
Philippine Government on 3 May for an expansion of Japan-Phi Xippine 
trade, is making little progress* The Philippine attitude is still 
strongly colored by the wax* and the new Republic, whirr; h now enjoys 
a favorable world trade position, is already well supplied with th© 
particular items SCAP wishes to sell. The Philippine representatives 
appear unwilling to enter into an agreement which would ease Japan?s 
economic plight or contribute to its industrial resurgence. 

General Daniel. Hooe, Chief the ITS Army's Civil Affairs Division, 
has explained in Manila that SCAP is concerned only with the restoration 
of trade for the purposes of promoting Japan 1 3 economic reoovery and 
living standards, decreasing occupation costs, curbing th© spread of 
communism, and preventing the remilitarisation of Japan. However, the 
Philippine Government is indifferent to any idea of reducing US 
occupation costs , expressing the belief that the saving ©ffeoted would 
be passed on to Europe via ERP instead of to the Philippines. In. 
addition, industrialization in the Philippines has Just begun and 
while that country's needs for construction and essential consumer 
goods could be met by the Japanese at lower costs, the Philippines 
is determined to protect its own industries. 
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JAPAN 

USSR resumes Japanese repatriation. On 2 December 19U7 the Soviet 
'.''enter of the AlliecI GouncI] Tor Japan""notified SCAP that due to "unfavorable 
climatic conditions" the Repatriation Agreement calling for 50,000 repatri- 
ates a month from Soviet— dominated areas would be temporarily suspended as 
of mid-December. After a lapse of four and a half months the first 
repatriation ship has 1 ended with 1.952 Japanese nationals from Sakhalin. 

The USSR has agreed for the first half of Day to the repatriation of 111 *000 
from Kahodka, Siberia and 10,500 from t’aoka, Sakhalin. On the basis of 
this bi-weekly rate, the monthly rate for Hay- will be U9,000 and although 
this rate is in accord with the Soviet ember's interpretation of the 
Agreement, it will not be sufficient, unless substantially increased, to 
bring the monthly average for 19U0 to 50,000 per month since no repatriation 
took ’place for the first four months of the year. Thirty-two months after 
V-J Day there remain over 750,000 POWs in Soviet hands including most 
officers over company rank, high civilian officials and technicians. 

SCAP has a long-standing offer to provide sufficient shipping to 
complete repatriation within five months. It is highly doubtful if the 
USSR will ever accept SCAP’s offer or even average 50,000 a month for 19U3. 
Soviet action is doubtless based on the following considerations: (a) the 
maintenance of as large a labor force, some of it highly skilled, as 
possible; (b) the psychological weapon that the possession of hundreds 
of thousands of hostages provides; (c) the longer the imprisonment the 
greater the chances of indoctrinating POWs; (d) the belief on the part of 
the USSR that the retention of a large number of POWs, particularly officers, 
offers potential military benefit to the USSR. 

KOREA 


North Korean financial activities i n South Korea . The Communists are 
now seeking new ways To finance their activities in South Korea 3ince the 
100-won notes printed by the Japanese and put into circulation by them in 
pre-surrender da s were replaced in April with new Korean notes of the 
same denomination, ft is believed that 900 million won worth of these 
Japanese notes were in circulation ir. North Korea or in the hands of 
North Korean agents in South Korea. The exchange was effected in order to 
eliminate the infiltration of these notes from North Korea to finance pre- 
election disturbances in South Korea. The inability of the Communists 
to continue the use of these notes to finance, their activities in South 
Korea may have prompted the Soviets to speed the development of a new 
three-way trade arrangement. Reports indicate that the plan involves 
export of North Korean commodities to Hong Kong either direct or via 
South Korea, with the foreign exchange thus acquired goods are bought 
and exported to South Korea. The won proceeds from sale of these goods 
in South Korea can then be used to promote the Communist program in South 
Korea. 

Although the Soviet authorities must realise that imports from North 
Korea either directly or via Hong Kong do aid the South Korean economy, 
they apparently are Trilling to accept this temporary disadvantage in order 
to help finance their long range program to control all Korea. 
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CHINA 
Wylli t^ry 

The Nationalists in Manchuria have lost contact with all but one of 
the Chinese Communist colusms between Mukden and Changchun. These "unite 
are successfully screening their movaments into positions fox long expecteu 
attacks. Previously two Communist columns were reported moving into 
Hainmin area and probing attacks t.-are launched on the outekirts of Tiehling 
and Fushun. Nationalist commander, Wei Li-huang, although admitting that he 
does not know where the weight of the next Communist attack will fall, indi~ 
catod he believes that it will be directed at Chine "non and the entrances into 
North China. Communists in Hopei last week cut the Tientsia-Shaahaikuan 
sector of the Peining rail line several times, thereby hindering defense 
efforts along that railway further north. 

Meanwhile, two divisions of Ten Hsi-shan's forces were reported on the 
move east of Shouyang. This gave rise to the speculation that Tan was at 
last committing hie troops to battle, which is doubtful. The Communists were 
active along a broad arc from Hankou northwest to eastern Kansu. In th© 
Xaasu-Sian area, Moslem troops of Me Hung-kuei aaS Ma Fu~fang reopened the 
Siaa-Lanehou highway. Although the Nationalist press reported a sweeping 
victory near Sica, it is apparent that the Nationalist portion in this sec= 
tor ha*- not appreciably improved, ibimors persist that there have bean whole- 
sale defections from troons of the Sian Pacification Heedouarters^ Communist 
units, %/hich attacked Cftenghsieu, have -withdrawn you waves t and nave 
joined other units in a move on the middle lion River. Several 
points in western Honan and southeast Shensi have already u&en taken} 

Hanyang and Laohokou are currently being threatened. Approximately 
six Communist columns , recently quiescent in we st Shantung, are 
reportedly reorossittg trie Lunghai railroad in Konan* 


Chiang Kai-shek, now in the process of appointing officials in the new 
constitutional government, apparently will retain Chang Chun in his position 
as president of the Executive Tuan. Ho Ting-chin, who was expected to hold 
that position, has apparently been rejected because the Generalissimo refused 
to accept his reform program. Hi Tsung-jea, the new Vice President, is not 
being consulted regarding the new appointments and it appears that Chiang 
will attempt to balance the opposition voiced through Li*B election by mair*=» 
talnlng in the top government positions personalities upon whom he has relied 
in the past, despite their ineffective records. After a conversation with 
Chi eng. Ambassador Stuart finds "it difficult to believe ... that he has 
any intention of really instituting necessary reforms." 
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Senior Democratic league iaadere ax** planning to split : 
elements in the party, according to infor^afition rcvcvlod i-j 
tative in Hong Kong,. They anticipate repudiating the League 
adhered to the Communist party line and desire ITS assistance 
tion of the league “a Dan by the National Government. 


from the leftist 

th.3 US represent 

manifesto which 
toward relaxs™ 


The British Embassy in Washington has presented to the Stats Department 
an Aid® Memoir® which contains points of interest in connection vi«h the 
prsBenfc Sino-Araeric&n negotiations on the air transport agreement. (.see 
FS/P Weekly 6-12 April 1348.) According to the Memoirs, the Aiiglo-Chinfise 
Convention of 1698 gives the UK sols jurisdiction over the Kowloon iew 
Territories, except for certain exceptions not relevant to tirls case. 

Memoirs also points that Article 2 of the Chicago Convention, when applied 
to Kmltak (Hong Kong airport situated on Chinese territory leased to the UR) 
defines the latter as UK territory. Furthermore. Shanghai Kaitak traiiic is 
not Chines© cabotage, a fact which China has admitted tacitly by terms of 
the Aoglo-Chinese Air Transport Agreement which lists Kong Kong as destines 
tion UK territory. w 


According to Chinese press reports, preparations at® Using made ia 
Shanghai for a nationwide student protest campaign against US policy in 
Japan to start within a few weeks. The student group has bean consistently 
anti-Japanese since the war. The US Consul General believes this might 
mark the first step in an attempt to stage nationwide antl-Government 
demonstrations as well as exacerbate general anti—US ieeliag. 

The British Government is demanding & £00,000 for "ahem® and damage 
resulting from the Shomeen incident of 16 January, while the Chinese 
Government is pressing for the settlement of the Kowloon “squatters incident. 

The Dairen Chinese press of 29 April announced the opening of a dally 
busline service from Dairen to Communists Id Pul anti on, Takuahan and^Antung* 
points outside the Port Arthur naval base area. This is the first osiieially 
recognised overland route to such points since 1945. It opens travel (ex- 
cluding foreigners) to North Korea and Manchuria and indicates possibility 
of expansion in overland trade between Soviet-controlled Dairen and North 
Korea, also with Chinese Communists in Manchuria. 
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The State Department has accorded Nanking Embassy freedom of action 
with regard to diverting the Everett Line SS Coastal Champion, dae Shanghai 
22 May, to Dairen in order to take US Consular personnel there. U$ Embassy 
has informed the Kremlin that the vessel would he so diverted unless visas 
arrived for transit of consular personnel via Vladivostok. So far there is 
no Soviet reaction to the notification. 

Twenty truck caravans opened the first Inning— Tihua trade in two years. 


Economic 

Inflation . Chiang Kai-shek held a special meeting with Finance Minister 
0. K. Yui on 10 May, to draft measures for curbing soaring commodity prices. 
Chinese Government financial experts are reported to have admitted there is 
little or no hope of turning hack prices under px-asant conditions, and at 
best could merely slow down the rate of increase. 


Currency /Prices . All commodity prices advanced sharply during the past 
week, while the US $ broke the CK $ million mark on the hlackmarket. The 
official “open" US $ exchange rate has remained unchanged for over a month, 
end is now only a third of the Shanghai blackmarket rate. April food prices 
in Mukden doubled those of March. The outstanding CH $ not® issue is 
reported to b® 9S.9 trillion as of 1 May. a 4i£ increase ovsr the previous 


month. 

The Shanghai Markets 

This week (7 May 48) 
Vesk ago (30 Apr 48) 
Month ago (7 Apr 48) 
Tear ago (7 May 47) 


US $ Exchange (Selling Hate). 


CH $828,000 

328.000 

828.000 
12,000 


CH $1,150,000 
810,000 
600,000 
27,000 


Wholesale Price of Rice 

. lb i iM— 

CH $4,700,000 

3,850,000 

3,850,000 

300,000 


Foreign Trada-Hone Kong. There was a marked increase during the first 
quarter of 1948 In the valua of exports from Hong Kong to the USSR, while 
imports from Russia were small. Exports consisted chiefly of metal ores 
valued at HK $2.7 million (US $ 690,000.) Although source does not specify 
kinds of ores, it is possible that much of those ores represent tungsten, tin 
and antimony smuggled out of China. 


Shinning. US Consul General Hankow has received a report that Wu Kuo-pi 
brother to the Shanghai Mayor, is negotiating with the British for transfer 
of several UK vessels to a Chinese shipping f Irm to be aet up by Wu, :tor 
direct Hankow-overseas service. It is reported that UK shipping representa- 
tives approve the plan, which is now before the Ministry of Transportation. 
Foreign^ flag exclusion on tbs Yangtze will probably continue. 
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Fhlbui Government tacklo s hig h cost of jMr;, Several of the 
seven post-war gwecnraonts in Siam have fallen as a direst result of 
their inability to oops* with the proSlea of the rioing cost of living. 

The present Premier, TMbul Scnggrara, in an attempt to strengthen hie 
roaition by carrying out c. •jarcai3.se of hie '•lilitary coup group, has 
announced t-’mt he is hv^ugurrting an aggressive program designed to 
decrease the cost of living, A sae.ll reduction in rice prices, a 
25?> reduction in ia.il freight charges, the opening of coo erntive raar- 
koto, and the projected opening of low-price chain rca tarn ants are scrae 
of the mors significant features of Ms program. 

Implementation of the program my prove difficult; vigorous pros- 
ecution will be impeded by the habitual inertia of the Siamese, The 
debilitating effect of widespread graft will also prove to be a serious 
handicap. Sources close to Premier Phibul are reported to feel that the 
best policy for the present is to accept the existence of graft in a few 
hi$i places in exchange for efficiency, Phibu'J is fully capable of 
utilising drastic measures to effect such a policy and may be expected 
to resort to heavy fines and imprisonment if officials fall to carry out 
bis program, 

FRKTCH T*PPCHTWA 

Bollaer t maki ng new eff orts to reac h poli tica l se ttle i ne nt. Reports 
from both~T%r.Cs anos&igon iSfllcat o ' '•i&at , following his fa iiurs, through 
intermediaries, to effect contact with representatives of Ho Chi iTinh and 
the Viet ?'inh in flcng Kong, French High Commissioner Eoileert apparently 
has been forced to utilise General Xuan, Frencl^-spcnsored President of the 
Provisional Government of South Vietnam (Cochinchina) , in what may be hia 
final effort to reach a political settlement In Indochina, Despite the 
report that Bojlaert was ordered by Paris to take no further action pending 
instructions, he is evidently attempting to arrive at a face-saving agree- 
ment with Kuan, hoping for subsequent approval from the French Government, 
The new plan allegedly will include the formation of a provisional, and 
rather limited, central Vietnam Government under Xuan, another Bollaert- 
Bao Dai conference resulting in the transfer of the negotiations involving 
Bao Dai to France, and possibly the indefinite postponement of the former 
Annarnite emperor’s return to Indochina as head of a new regime. 

General Xuan is currently visiting in north and central Vietnam in 
an effort to encotrage anti-Vi ei Klnh elements, and parhans even non- 
caramunist supporters of Ho Chi Kinh, to take an active part in the pro- 
visional government. The response to date appears to be negative, inasmuch 
as these groups seem no more willing to cooperate with the pre-French Xuan 
than they have been with the heads of the French-sponsored and ineffectual 
Tonkin and Annan Administrative Committees. It is doubtful that ary respon- 
sible individuals ’trill risk their positions and their lives to support an 
unstable Xuan government. 
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FKBMCH rfiDOCHIKA. (c ontimied ) 


The firs* public announcement of X'uen’ s "diem 
Saigon on 7 ffcy, in a broadcast onnocancin^ jvrcposa 
which would include com! ei* interiiiJ. sovereignty, 
'graphic unity, and full economic fraexJara, 
negotiations the delicate questions of fis 


b- 


IJ&B c % cu 

If a government under Xunn emerges under rveue cir 
unlikely that, the French can avoid the Iivdohmeni 
"mppet" admini strati or or that any each np&ifrse es, 
the French are willing to stake farther concessions 
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Is for "independence" 
political and geo- 
rving far future 
.stems and diplomacy, 
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